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1. Historical Backgiound. Fur Lhree vears afier belog taken over by the Sovieis a=
eparavions ander iie Tulsdem Ageosment in I0L5, the ol fieldr of eestewn Aumirda
were admlalstered largely tw 0+ remeicing Austrien employses whe did wel fles 1o
front, of the Russian advarce,. Tray were ardep only lovss Soviet contrai., Soviet
il experts begon arviving in :9.9, and, sminee that dat 8, have occupied all lead.
ing positions of vesponsibiiliy, Ticdurticn of srude oil for the mortth of
September 1948 was P&, 700 tons, Largely through the development of the new
Matzen and Aderk‘aa fiaids, prodesciion was ralsed to L2400 tons by September
1950 and 205,700 tons by October 1951, In the fall of 1953, efforts wep
inztiated o lotate cil 4n the Kooin Neusiedl~Fischamend ares south of the
bBanube along the so called "thermsl Line™. . These deillings were continued
without success until the spring of 1953, In the meanwhile » Fowever, the
Yatzen field proved so nreductive that, on ¥ Januwary 1953, it' was divided ad-
ministratively “nto two serarate Telds 5 Matzen amd Buckfliess largely due
fo the lnoreased oroduction o these two fields, total SMV production for the
menth of August 1953 reached 245 200 tons.,

¢, Throughout the i951=52 peried, it was apparent that the SMV was making long
term investments which did not come nlose to being offset by income reseived
from sale of the ¢il {see below). Furthermore, startirg in the fail of 1%l
the SMV wae in comstant financial straits, was continually millione of suchille
ings in deti, and operations were often on the verge of being slowed down or
stopped| | due to the refusal of aveditors to deliver the required 25X1
raierials. Thiz generated an imoression of either incompetence on the part
«f Vienna SMV officials or a confliies in peiicy between Vienna and Moucow. It
appeared that the financial diffisulties sould ba etiributed either to ex-
tremely poor cost accounting and vlanning of Moscow approved inrestment pro-
jects, or by the Vienna Sovie! ofCicials going ahead with an expansionict
policy to build their own empires in the fece of a limited budget laid cown
by Moscow.

7. Poliey Changes tn 3953, Dissaiisfaction over the mismenagement of the SMV
apparently came (o & bead in Janwary 1953 and a strong policy aimed at cutting
investment and restoring financial glabiliiy was laid down. A four-man
novamisgion from Mossew wrlsited the SMY ia carly Janaary and, on 12 Janairy, )
Gruelov {fnu), vhe heed of tre copmatesien, snnowiced the following changes: *
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a. dach division of the SHV must draw up each quarter a list of its require-
ments for the coming three months., This 1ist of recuirements is checked by
& committee of local Soviet SV officials plus one iloscow representetive, and
the division is then assigned an expense allowance for that guarter.

b. Fach division was ordered to form a planning staff to administer the above
order and the Purchasing O0ffice was ordered to set up a Finance 3ection to
check on the various units and prevent them from making purchases in éxcess
of thelr quarterly allowance.

A Soviet commission arrived from Hoscow on approximately 24 July 1953 and issued
2 nuwnber of major policy instructions with the following results:

&. PYersonnel reductionz were to start immediately, with some terminations ef-
fective as of 27 July; totzl dlsmissals as of 1 September reached approxi-~ .
mately 1,500, or approximately one third of the persconel in the oil pro-
dueing (everything except the refineries) divisions. | | 25X1
dismissals will eventually reach one half of the total perscnnel of the
o1l producing divisions.

b. All exploratery 6rilling ir search of new oil producing areas was to be
stopped; the S'W divisions connected with that type of activity have been
completely dissolved,

¢. The production drilling sections were to be cut %o a small fraction of their
former strength, thus stepping the expension of already producing fields even
Lhiough these fields are far from having besen drilled to capacity,

8. Administretive simplification throughout the SV was to accompany the general
cutback in personnel.

@, All ponstruction projects were halted immediately.

£, All orders for imports from the USSR and setellitss and for purchases Irom
USIA as well as non-USIA firms were cancolled immediately pending review.

Economice factors alone were sufificlent to cause the recent policy changeﬁ This
is not to say that political factors played no rollj on the contrary, | |
[it was politicel factors walch foreced the recognition of the 25X1

S|
pressing economic problems at this particvlar time rather than, for example, aix

months 2arlier, and it is certain that politicel factors mmist have cast a parti~
cular interpretaticn upon the basic economi¢ facts, However, the nolitical in-
fiuences upon the decision| ] 25X1
/wherezg the economic Torces stand out rather clearly.
The three econcmic factors foreing the cutbacic were overinvestment, schilling
shortags, and inefficlent opsration.

25X1
Overinvestrent. | |
Cduring 1951 snd 1952 that far more money was being poured into the fields than
wag haing taken out in the form of crude oil./
T [ figures can be glven which permit approximste 25X1

conclusions substantiating thds view,

Turnover of the SV Purchesing Office {wilch is & good index to the level of in-
vegtment in the producing fields but which also includes a small proportion of
porchases for the refineries) during 1951 and 1952 varied from a minlaum of
28,400,000 to a maximun of 70,300,000, Austrian schililiings per month with the
average exceeding 45,000,000, Total cost of running the crude oil producing 25X1
divisions of the SMV for z month is roughly equal to this {igure plus tihe total

of all saleries, approximately another 8,000,000 schiilings.(

=

the approximate

SV aales price per ton of orude oil may be laround 160 Schillings.
This figure is far below the world market prloe, but \\L‘this 25X1
was not an Important Tactor from the SMV view point, considering the umusual
conditions prevailing since 1945 for the marketing and disposal of StV products.
fxaept for retall sales through the OROF avefem and recently initiated gasolins
exnorts the SV rresumably operated on an artificial price system. o5y
With the 1951/52 average monthly vroduction at 210,000 tons and with the sales

price estimated at 160 Schillings ver ton, the average SV mrnthly income was
33,600,000 Schillings during the same period. o

Approved For Release 2009/04/13 : CIA-RDP80-00810A003000350001-9



8.

9o

11,

These figures,

Approved For Release 2009/04/13 : CIA-RDP80-00810A003000350001-9

indicate that the income from crude oil for this period only

coverad about three~fifths of the expense of extraoting it. Another fact whick
tends to support this anaslysis of SV overinvestment is that, starting in
February 1953, the SMV cut its purchases by two-thirds: despite this reduction
in investment and the recent reduction of employees, there has been no intention
of cutting the monthly production of crude oil. and ni reduction in outpul; has
in fact been reported. The income is the same from s much smaller investaent.

The resson for this cut in investment in the SHY might be any or all of the
following:

Ae

b.

dﬁ

€Co

By necessitating increased purchases from non-UsSIi firs; this large rate
of capital investment was aggravating .. schilling shortage discussed below.

Although the cutbacks started well prior to the “oviet renunciation of
occupation costs, they might nevertheless bs a saving ordered when the re-
nunclation of occupation costs was foreseen and means for compensating for
ihis finencial loss were being sought.

It is quite possible thst the Soviets never did intend to lose so many
achillings on the dustrian oil fields, and the cutback simply indicates that
Hloscow ie just now catching up with a situation which never should have
been allowed to exist.

A considerable part of this investment ~- the search for oil in the Klein
Neusiedl-Fischamend area south of the Danube which they thought would reveal
a connection between the Austrian and Hungarian fields —- was in vain; it is
only natursl that this part would be cut.

Yuch of the investment was of a type which would psy for itseif only in threo
to five years; political declsions regarding the long range future of the
Austrian oil fields might hsve resulted in the cutback of this tyve of
investment,

It is possible that oil production was inerersed without planning for in~
creased merkets for the oil, and that this - has foread the cutback, but

"this whole problem is closely connected with the schilling shortage.

Schillintc Shortage. A large part of the SV crude oil production has always

been shipped to the Sovie: bloc. 1In spite of the fact that the Comaunist press
has been attributing the SV cutback to a lack of Austrian markets » 8 25 percent
cut in o0il shipments to the Soviet bloc occurred simultaneously with the new
SMV policy. This would appear to be due less to a lack of need for the oil in
the satellite countries than to an inability of these countries to nay for the
oil in currencies or goods of value to the SiIV. ixports of oil to the Soviet
bloc are apparently of greater value than the goods required by the SV from
the Soviet bloc. This discrepancy was formerly offset by the SiVis black market
activities, SV used to take as payment for oil shipped to the Soviet bloc

all. sorts of goods not needed by the SV but which could be sold for schillings
elther on the black markst or through USIA stores. This practice was made far

more difficult by an ’ustrian law enacted in early 1952 and it is now practically

non-existent. iver since the passing of this practice, the SV has had financial
difficulties in that ii has been unable to pay schilling debts.

In the spring of 1953, at a time when the entire USIA complex was suffering from
a schilling shortage, the SV ordered that no goods be purchased from non-USIA

firms if the same goods were available from USIA firms, even if the USIA~produced

goods were of a lower quality or a higher price, The purpose of this order was
apparently to keep as few schillings as possible from leaving the Soviet-
controlled complex of firms,

To correct this unbelanced financial situation, the SV took two steps,
Starting in late June, 1953, crude oil exports to the Soviet bloc were cut
twenty-five percent, with the probable intention of stabilizing Eastern trade

at a lower level, | \

| They had only two

other choicess
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a. %o draw further upon the USSR's schilling reserves, which, if the overall
achilling shortage in USIA firms is any indication, are already quite low; or

b. to declare bankruptcy due to an excess of credit which could not be used up
in Soviet bloc countries, and a shortags of schillings which werse urgently
required to purchase goods from non-USIA Austrian fimms.

i3. This schilling shortage alone wes sufficient to force a change in the marketing
of SV products. Whether the schilling shortage alone was sufficient to force
the general reorganigation of the SV is another question. The cutback in invest~
meht will reduce imports from the Soviet bloc countries, henc aggravating what
is assined to be an uneven balance of trade with that sphere.® It will, on the
other hand, materially reduce purchasing from non-USIA firms and, since schilling
receipts. from sele of oil would not be reduced, the net result would be an im=
provement in the schilling balance. It is questionmable whether the resultant
improvement in the schilling balance would be sufficient to justify the entire
investment cutback, but when seen in the light of the other factors cited above »
the schilling problem must certainly have contributed to the final decisien to )
roorganize the SV and reduce its staff,

4. Inefficlency. All the problems of the SV must be viewed in the light of the in-~
efficiency and incompetence which characterizes that organisation. The following
is one glaring example in which inefficiency probably aggravated the SiVis over-
investment problem and hence contributed to the need for reorganization. In this
case, the root of the trouble was the Soviet production nom and the premnfum for
workers who surpass it. It is the job of test drilling tems to cut samples of
the geologicsl structure at various levels. The gecloglats then study these
samples and use them to help determine where oil might be located. These test
drilling teams have a nom of so many meters of drilling per day. Wwhen a broken
drill or some other unforeseecn event throws off their time schedule, they must
somehow make up the lost time. Standard practice of the test drilling teams in
the Klein Neusiedl-Fischamend area was to fake thelr results by turning in samples
that were left over from previous drillings, claiming that they were from newly
drilled holes. It is not clear whether the geologists ever did find out that the
drilling teams were doing this. As a result of this deception, the geologists
had to report the geclogic structure in this area as "twisted", and attempis to
preduce oil from the area were given up affer a year and a hzlf of vain efforts
and heavy investments. This is not an isolated instance, Hasty drillings,
cement not given time to dry, and inaccurate perforations have ofien resulted in
costly repairs and abandoned wells.,

15, Possible Soviet Intentions Regarding SV, The change in SiV pollcy can be reason-
ably explained and justified on economic grounds alone, without conslidering
possible Soviet policy regarding the future of Austria and the Austrian oil fields.
As the SUV policy change started in early January 1953, prior to the death of
Stalin, it is quite likely that it is, or at least was in the beginning, un-
related to the apparent changes in the Soviet attitude which have taken place
since March 1953. MHowever, as it can be assumed that SV policy is at least not
inconsistent with current Soviet foreign policy, some spsculation is possible.

The following two views are those which are most gensrelly held:

4. The curtailment of new investments indicates thst the Soviets do not expect
%o be arcund to reap their benefits three %o five yeare from now. Elither
they expect to have to renegotiate the Austrian Treaty draft and, in the pro-
cess, obtain fewer righte in the oil fields, or else they plan to evacuste
the oil fields complietely.

b. The Suviets ave converting the SV into a nommel business operation which
they plan to run at a profit rather then a loss for some years to come.
According to this view, | the catback now indicstes that the 25X1
Joviets do not plan to give up any of their rights in the oil fields. The
Soviet acceptance now of a substantial propagenda defeat ip sarrying through
the cutback muet somehow bz explained. If they planned to renounce in the
near future any part of their claims on the Austrisn oil fields, )
[ |they would have held back on persdomnel dismlssals untili this renuncla~ 25X1
tion took place. Then, they would be able to attribute the dismissals to
the restoration of Austrian sovereigniy in the fielde.
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Comment. It is, of course, alsc possible that the ignorancse and in~
efficiency reigning in both Hoscow and Viemna was so complete as to dely
logical analysis of SV policy.

Comnent. Between the visits of the two commissions, SHV Director
General Grigori Siderenko went to Moscow, devarting during April and retwn-
ing on 27 May 1953.

3 Jcomment. |

‘\
/ [Tt is  [possible
that the January and the July commissions were composed, st least partislly, of
the same personnel.

Comment. Seversl Soviet officials hdve alsc becn dismissed and have de~
parted for the USSR, but it is noteworthy that there has been no high level
shakeup. The visiting Soviet commission has several times exercised its wets

power over the declsions of General Dirsctor 3idorenko, but Sidorenke himself
and all his major deputies are still in their jobs, ;

‘ _____ Comment. The Austrian press gave various interpretatlons of the
changes reported in the SV, The Communisi press blamed the cutback on
difficulties in matieting the oil products. which were said to be the result
of policies of the Austrian government. The Cowmunists accusad the Government.
of placing increcsed taxes on oil products, discouraging factories from changing
over from cosl to oil fuel and of importing oil to undercut the SiV market In
part, thesc allegetions reflected the difficulty which the Comgunists were hew-

ing in expleining the large-scale firing of workers. 1t is perhaps noteworthy

25X1

25X1

25X1

25X1
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that the Soviets mighi have avoided this propaganda defeat and even made pclitical

capital by atiributing the cutback Lo 2 voluntary curtailment of their "repara-
tions” requirements from the Austrisn oil fields. The non-Comsunist /fustrian
press, which based its reporting of the SV changes largely on Secialist press
service material. gave a late and inaccurate plciure of the actual developments
The non--Communist press attributed the reduction in personnel to inefficient
mansgement, which had allegedly caused exhaustion of the fields.| \
L |maintains that the fields have not
as yet reached maximun output and that talk of exhaustion is zomplelely faise,
‘even though he does confirm the charge of mismznagement.

Comuent. An interesting note on the influence of the cutback on the
SiV-USSR trade balance is the following. In August, 1953, the SMV ordered that
all imports from the USSR be cancelled imumediately. Moscow refused to ac~
knowledge this eancellation, however, and immediately notified the SV that ail
goods already ordered would be delivered through the end of 19%3 whether the Si{V
now needed the goods or not.
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